THE NEIGHBORHOOD STABILIZATION PROGRAM (NSP)
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Telephone: 651-297-5146
Jurisdiction Web Address: Fax: 651-296-8292
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Introduction

Title 111 of Division B of the Housing and Economic Recovery Act of 2008 (hereindffeRA”) provides
emergency assistance to states and localities for the redevelagrabahdoned and foreclosed homes. The
program is known as the Neighborhood Stabilization Program (NSP). The focuspsbgram is the
purchase, management and resale of foreclosed and abandoned properties fposieegbstabilizing
neighborhoods. Unless HERA provides otherwise, grants must comply with Commew#ippPment Block
Grant (CDBG) requirements.

Minnesota Housing is the grantee for the State of Minnesota NSP funds in the ang8$8ahillion. The
plan describes Minnesota Housing’s distribution plan, eligible applicapptication requirements, eligible
uses and activities, funding cycles, and performance evaluation for NSP funds.

Minnesota Housing will sub grant NSP funds to eligible local units of governméhtexperience
administering CDBG funds. Sub grantees are expected to be knowledgeable DB@@i©Ggram as well as
the laws and regulations governing the Neighborhood Stabilization Program. Selegranost commit and
expend funding in accordance with NSP funding guidelines and the targeting amditistiprocess
described in the Action Plan.

Timelinesand Funding Cycles

The timeline for release of the $38.8 in NSP funds held by Minnesota Housing wiliostages; the initial
posting of the application will occur in December of 2008, with an application deaflJanuary 17, 2009.
Awards for this first round of funding from both competitive and non-competitive poelexpected to be
made in February of 2009. At that point, the remaining funding will be collapsed aitabse/on a pipeline
basis.


http://www.mnhousing.gov/
mailto:ruth.simmons@state.mn.us

Areasof Greatest Need and Distribution Plan

The determination of maximum initial distributions of NSP funds has been msele ta four identified
categories of areas of greatest need:

* Areas with initial maximum distributions to sub recipients alreadyivexeNSP funds directly from
HUD (Anoka, Dakota, and Hennepin counties, and the cities of Minneapolis and St. Paul);

» Areas for which maximum distributions are assigned for Community Rexat&in projects pre-
identified in areas of greatest need.

» Areas with high need which did not receive direct distributions from HUD and wiedsaigned
more than $500,000 based on Minnesota Housing’s funding formula.

» Competitive pools for other high-need areas which were assigned less than $506:80thbas
Minnesota Housing's funding formula, and separated for access by geograpmc fdgtro Area
and Greater Minnesota Area. Communities in any high need counties wouldlile ®igompete for
these funds.

The first funding round has four set-asides: two competitive pools and two non-commpetdls. The
competitive pools are divided into Metro and Greater Minnesota allocations,eaadsdable to high-need
counties with zip codes which would receive less than $500,000 under the Minnesota Howdingy f

formula. The non-competitive pools are available to NSP entitleaneas and other areas that have zip codes
eligible for more than $500,000 using the Minnesota Housing funding formula. This round of faisding
includes resources for those Community Revitalization (CRV) appligdentsified as eligible for funding in

the fall 2008 Minnesota Housing CRV funding round.

Except for certain limitations described on page 6, all eligible usesfiddnti HERA will be eligible for
State NSP funds. These activities are:

» Acquisition and rehabilitation for homeownership;

* Acquisition and rehabilitation for rental,

» Establishing land banks;

» Demolition of blighted structures; and

* Redevelopment of demolished or vacant structures.

Minnesota Housing will undertake an evaluation of the uses and outcomes etV SP funding and
will require as part of the funding agreement that certain informationdvelpd to Minnesota to assist in the
evaluation efforts.

Public Comments

Public comments can be made at a public hearing on November 13, 2008 or be submritetd) to

Minnesota Housing. The comment period will end on November 24, 2008 at 10:00 a.m. and Aetifinal
Plan will be available on November 26, 2008. Minnesota Housing encourages thidiegremmments to
identify areas in the Action Plan that need clarification or amatibo. Minnesota Housing recommends that
any suggested changes or modifications to this plan provide supporting datafumeswted changes.

Minnesota Housing will incorporate cost-effective energy efficiencycaugiteen standards into its

rehabilitation standards. To assist in developing such standards, MinnesotagH®wusquesting comments

and suggestions from the public masonable and cost-effective standards for energy efficiency and/or green
rehabilitation.

Written public comments on the NSP Action Plan can be submitted to: Ruth Siiviionssota Housing
Finance Agency, 400 Sibley Street, Suite 300, St. Paul, MN 55101. Written commentsaoneeysalbmitted
by fax to (651) 296-8292 or by e-mail to ruth.simmons@state.mn.us. To ensure coosiaénaiur
comments, type “Action Plan Amendment” in the subject line of your e-mail.

-2-



A. AREASOF GREATEST NEED

Overview

HERA requires that grantees that receive NSP funding “...give prioritydemasion and emphasis to those
...areas with the greatest need, including those ---------
(A) with the greatest percentage of home foreclosures;
(B) with the highest percentage of homes financed by a subprime mortgage rela
loan; and
(C) identified by the State or unit of general local government as li@dhce a
significant rise in the rate of home foreclosures.”

Minnesota Housing Process Summary:

Outlined below is the methodology that Minnesota Housing used to identify areaste$gnead and to
assign initial maximum funding distributions around the state. To accompbstaski Minnesota Housing
analyzed foreclosure, real-estate-owned (REO), subprime, and delinglzéa@n a zip code basis and
sheriff's sales data on a county basis.

1. Identify the 120 zip codes with the highest foreclosure/REO, subprime, and delyngatesc(problem
loans per 100 households).

2. Initially, assign funds to the 120 high-need zip codes based on their number of toes;IB&EOS,
delinquencies, and subprime loans, using the total funding level allocated to bsittehend the five
entitlement jurisdictions.

3. Adjust initial assignment to account for:

o Rates of foreclosures/REOSs, delinquencies, and subprime loans per 100 households (vweticen20 p
cap). (The initial assignment in step 2 is based on the number of problem loans, aist piee 100
households.)

o Median family income level (with a 15 percent adjustment cap).

o0 Median age of housing stock (with a 15 percent adjustment cap).

4. Adjust the assignment downward for the zip codes that fall in Anoka, Dakota, Henoaeptres and the
cities of St. Paul and Minneapolis to account for the funds that these loaailitieeive directly from
HUD.

5. Make final assignment of funds to zip codes receiving more than $500,000 under the fundira; form
make these funds available on a non-competitive basis with applications dug 1an2&09.

6. Do not assign but pool funds for zip codes that were to receive less than $500,000 under the funding
formula; make pooled funds available in any one of the 24 highest-need counties (het zifsicodes
identified as high-need) on a competitive basis with applications due JAny&§09 for both a Greater
Minnesota and Metro Area pool.

7. If funds are still available and not distributed to specific stabitimagfforts after Minnesota Housing’s
Board makes awards at the end of February, 2009, collapse all remaining funds (zigsipdeent and
competitive pool) into a single pool. These funds will be available on a @p®sis for stabilization
efforts in any of the 24 highest-need counties.

8. Limit funding to efforts that meet program goals, criteria, and requirements

The 120 highest-need zip codes (out of 872 statewide) each have a concentratiblenfploans
(foreclosures, REOSs, delinquencies, and subprime loans) per 100 households thasidtpercent higher
than the statewide concentration of problem loans. The 24 highest-need countds8? statewide) either
rank in the top 20 in number of sheriff sales or in the top 20 in concentration of steiés per 100
households. Sixteen counties rank in the top 20 under both criteria, while 8 rank in the top 2bemdéne
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two criteria. The 20 counties with the highest concentration of sheriffeatéshave at least as many
sheriff's sales per 100 households as the overall statewide rate.

To identify the 120 highest-need zip codes discussed in step one of the procesyabouegmMinnesota
Housing developed the following need score:

Score =

* 0.7 x (the zip code’s number of loans in foreclosure or REO per 100 households / statksuoes or
REOs per 100 households)
+

* 0.15 x (the zip code’s number of subprime loans per 100 households / state’s subprime loans per 100
households)
+

* 0.15 x (the zip code’s number of loans 60+ days past due per 100 households / state’s loarsg@®t day
due per 100 households)

(The delinquency rate is an assessment of the potential for futuresegiadoreclosures.)

The need score expresses each zip code’s rate of problem loans in reldteoverall state rate. A zip code
with a need score of 200 percent has twice as many problem loans per 100 househ®ksisi@sabverage,
and a zip code with a need score of 600 percent has six times as many problems per 10@d$iouseho

See the spreadsheet titled “Zip Code Analysis” for a listing of eadodgss need score and maximum
distributions. The spreadsheet can be accessed at
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007439.xls

Also, see the spreadsheet titled “County Analysis” for the number and réieriéf sales in each county. The

county spreadsheet can be accessed at
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007438.xls

A detailed description of the data sources, methodology and final maximum distr#b(itables 4a, 4b and 5)
is attached as Appendix A at the end of this document.

B. DISTRIBUTION AND USES OF FUNDS -- STATE NSP GOAL S

Minnesota Housing has three goals for the NSP funding:

1) To maximize the revitalization and stabilization impact on neighborhoods;

2) To complement and coordinate with other federal, state and local ireréstnthe
targeted neighborhoods;

3) To preserve affordable housing opportunities in the targeted neighborhoods.

NOTE: See detailed information in the overview above that addresdesiinesota Housing plan to focus
on the three need categories 1) Areas with greatest percentage of hoeudoesr2) Areas with the highest
percentage of homes financed by a subprime mortgage related home; and 8Jehtifeed by the grantee as
likely to face a significant rise in foreclosure.

Eligible Applicants

Local units of government experienced in administering CDBG funding aiblelapplicants. Local units of
government include cities, HRAs, EDAs, CDAs, PHAs and counties. Onlydagalof government
operating in the zip codes or counties identified as areas of greatest negplphyepr funds. For cities
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within NSP entitlement counties, (Anoka, Dakota, and Hennepin, with the excepthe city of
Minneapolis), the entitlement county is the eligible applicant. For loca ahgovernment within the NSP
entitlement cities, (Minneapolis and St. Paul), the entitlementiscitye eligible applicant. Local units of
government who have contracted with other entities to administer CDBG foddanot have direct
experience administering CDBG funds must contract with an experience@ @BBinistrator to administer
the NSP funds.

Minnesota Housing will sub grant NSP funds to eligible applicants. The sub granatgescept applications
to undertake eligible activities and/or may directly undertake edigibtivities. Sub grantees are encouraged
to work with experienced housing developers and property management compdrodeea local units of
government in developing their application for state NSP funds.

Eligible Usesand Activities
HERA establishes five (5) eligible uses of NSP funds:

* Financing mechanisms for purchase and redevelopment of foreclosed upon homesamithtes
properties;

» Purchases and rehabilitation of homes and residential properties that éaabbadoned or
foreclosed upon, in order to sell, rent or redevelop the homes and properties;

» Land banking for homes that have been foreclosed upon;

» Demolition of blighted structures;

* Redevelopment of demolished or vacant properties.

Restrictions of Redevelopment of Commercial Properties

NSP funding through Minnesota Housing may not be used for redevelopment of corhpnepseies and
may only be used for the demolition of blighted commercial properties if theeddeaid will be used for a
residential or public purpose.

Restrictions on Demolition

NSP funding through Minnesota Housing may only be used for demolition of blighted st
demolition is part of a plan for redevelopment of the targeted neighborhoods.



C. DEFINITIONSAND DESCRIPTIONS

(1) Definition of “blighted structure” in context of state or local law.

Minnesota will allocate its funds to sub recipients in several localrgoent jurisdictions. Though the State
of Minnesota does not have a definition of “blighted structure,” Minnesota Houssngddified the State’s
definition of “blighted area” to apply to structures. The State of Minnesotalsititafi of “blighted area,” as
modified to define a “blighted structure,” follows:
Blighted structureBlighted structure is onevhich, by reason of dilapidation, obsolescence,
overcrowding, faulty arrangement or design, lack of ventilation, light, antheafacilities, excessive
land coverage, deleterious land use, or obsolete layout, or any combination of thesefactfs, is
detrimental to the safety, health, morals, or welfare of the community.

Sub recipients may use either the local jurisdiction’s definition ofhiéid structure” or Minnesota Housing’s
definition, and will designate which definition they will use in their agpion for funding to Minnesota
Housing.

(2) Definition of “affordable rents.”

Minnesota Housing will adopt the definition of affordable rents that is contair@atl CFR 892.252(a). This
definition is consistent with the continued affordability requirements of tie saction that Minnesota will
adopt for the NSP program.

(3) Continued affordability for NSP assisted housing.

Sub recipients will be required to include in their loan documentdfibrelability requirements of 24 CFR
892.252(a), (c), and (e) and 892.254. Affordability requirements for rental propertibs wiecified in the
loan and/or mortgage documents, and a deed restriction or covenant sithiaHIOME program. Mortgages
and deed restrictions or covenants will be recorded against the property ame pect of the public record.

Affordability of owner-occupied housing will be enforced by recapture. Each sytergowill design its own
recapture provisions.

(4) Housing rehabilitation standards that will apply to NSP assistedtiastiv

NSP-assisted housing that is rehabilitated must be rehabilitatecbilacce with the State Building,
Electrical, and Plumbing Codes. Upon completion, the housing must be in compli#mteal housing
standards. If local housing standards do not exist, the housing must meet the minimamdwalgy
standards (HQS) of 24 CFR 982.401.

Where local housing standards exist, sub recipients must identify the statiddrgill apply to their projects
and provide a copy to Minnesota Housing. As projects are rehabilitated, the pidntegnust document how
each project meets the local standard, or HQS if there is no localrstaioddinnesota Housing's
monitoring review.

Minnesota Housing will incorporate cost-effective energy efficiencyaagiéen standards into its
rehabilitation standards. To assist in developing such standards, MinnesotagH®wusquesting comments
and suggestions from the public on reasonable and cost-effective standardegfpe#fineency and/or green
rehabilitation.



D. LOW INCOME TARGETING -- Income Restrictions

Minnesota Housing will allocate $9,700,000 of the grant and 25% of program income to be used to house
individuals and families with incomes not exceeding 50% of AMI.

Activities funded with NSP funds must benefit households with incomes at or belowdf20@&& median
income (low, moderate and middle income households). For activities that do efit individual
households, the activity must benefit areas in which at least 51% of thente$idee incomes at or below
120% of area median income. Applicants should consult HUD’s website at:
http://www.huduser.org/publications/commdevl/nsp_target.html

for information on block group data on incomes to determine the incomes of the mesidéBtarea in which
the activities are to be undertakes.

Each sub-grantee must use at least twenty-five percent (25%) of thegiwodiouse individuals and families
with incomes at or below 50% of area median income.

Also See Section G below for additional information required regarding spaciivities.

Application RequirementsApplicants must provide sufficient detail for Minnesota Housing to evalbhate
extent that it will restore/sustain neighborhoods and generate a heaitgyehvironment. Applicants must
identify and prioritize impacts being experienced in the area or comnandtfully discuss activities they
propose in response. Activities or projects proposed should have a line-item budlyeg detacost of the
activity and the anticipated result in terms of units assisted and numberdaitaers Applicants should list
other entities in their application/plan if they intend to sub grant theirdli§€ated dollars.

1. Identify Targeted Neighborhoods or Block&pplicants must define the neighborhoods to be targeted.
For each neighborhood to be targeted:
» Describe the neighborhood size and boundaries
» Provide number of residential properties (single family and rental)
* Number of properties in foreclosure
* Number of properties that are abandoned
* Income based on census block data
* Age of housing stock
» Change in housing prices in last 5 years (if available)
» Distance to bus routes or transit, major highways, and or commuter ralil,
» Employment opportunities within the neighborhood or within one mile.

Note that non-competitive applicants can only use NSP state funds in zip coddsest haged detailed in
Appendix A of this Action Plan. However, applicants may concentrate resourb@s avie or more of
those zip codes. Applicants must provide a rationale and data to support the chaas fraargeting
of resources.

2. Activities to be Undertaken and Outcome$pplicants must describe the activities for which NSP
funds will be used and how those activities will contribute to the stabaizafithe targeted
neighborhoods or blocks, develop new housing opportunities in the targeted neighborhoods or blocks
and preserve land for future redevelopment. Effectiveness of the astigitie undertaken can be
demonstrated by describing past experience with the activity, either by tiemappt others and the
measurable outcomes. Specific outcomes must be identified. Outcomes shaithe desdinal
disposition of property or activities, such as the number of properties theietatitds to hold, reuse,
and reuse for what purpose, AND whether the property will be owner-occupied or rental.
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Applicants intending to use NSP funds for homeownership opportunities for low-incomédidegbelow
50% of area median) must describe steps that will be taken to promotss$uicdcemeownership, e.g. pre and
post-purchase counseling and the costs of such services, and identify the pr@ivédieh services and the
source of funding for the support services.

Applicants intending to use NSP funds for demolition must describe short-tedongrtgrm plans for the use
of the land, including how and who will maintain the vacated property until it isetxgeed and the
timeframe for likely redevelopment of the property. Demolition plans shouldde@ strategy for
assembling land for redevelopment and not simply demolition on a case-lyasaseApplicants are
encouraged to plan interim community uses for vacant land such as comnawndéysy playgrounds and
parks.

Applicants intending to use NSP funds for land banking must describe how the usinéithank will
facilitate housing affordable to the targeted incomes and how it wiitassitabilizing neighborhoods. Land
banks must operate in specific, defined geographic areas.

3. Neighborhood Improvement EffortApplicants must describe existing or anticipated neighborhood
improvements efforts to:
» Encourage commercial development,
* Improve safety,
* Improve schools,
» Develop and improve parks and recreation,
* Improve transportation and streets,
* Improve landscaping, sidewalks, and medians, and
» Engage citizens in neighborhood stabilization.

4. PartnershipsApplicants should identify collaborating partners to complement and supplément t
applicant’s expertise and approach in neighborhood stabilization and/or intipecapplicant’s
capacity to meet the expectations of their stabilization plans.

Applicants should identify funding partners to improve their investment itatgeted areas for revitalization
in order to maximize housing and neighborhood outcomes. Applicants are expected &r @inzidgrams
available to them, including those available through utility compaaresniergy efficiency improvements.

5. Feasibility and Degree of Readineggplicants must estimate the number of properties and households
with each activity undertaken with NSP funds. Applicants must demonstrataditaliy of assisting
the estimated number of households and properties in a timely fashion.

Interim evaluations regarding the progress of awardees’ obligationsenslhgoing through out the
project timeline. Applicants are encouraged to seek out capacity whereaerie found to meet the
timelines of their projects/activities.

6. Income targeting Applicants must describe how they will ensure that 25% of the funds expended
benefit households with incomes at or below 50% of area median income.

7. Timeframes Applicants will be required to describe expected outcomes in terms of rauafibe
obligations for acquiring, rehabilitating or demolishing properties withkimginths, nine months, and
12 months of selection.

Funding Decisions



Funding will be awarded based on the extent to which an eligible applicant deatesthat:

1) the funding request is part of a comprehensive plan or strategy to stabgigglanhood(s) or blocks
including efforts to improve living conditions, preserve affordable housing oppoetyrstabilize
home values, address public safety, school performance, job creation and other @demetopment
need;

2) itis feasible to use the requested funding within the required timeframe;

3) the applicant is maximizing opportunities to leverage other resources, hatte@nd public; and

4) the identified outcomes are achievable.

Priority will be given to applications that target areas within one-quaniterof existing or planned transit
routes and that promote economic diversity within the targeted areas.

Pool Distribution Process

Time is of the essence, for grant funds must be obligated within 18 months of Minnessiagré Grant
Agreement signed by the Department of Housing and Urban Development (HUD). MinHessting will
sub grant funds to local governments and other qualified entities that

1) have experience administering CDBG funds and demonstrate capacity;

2) provide substantial impact to the housing market in a geographic area; and

3) provide evidence of a comprehensive neighborhood stabilization strategy.

In order to assure timely distribution of funds, Minnesota Housing will offer condwapgtications due on
January 17, 2009. If funds are still available, funding will collapse at thefdrebruary 2009 with
applications then entertained on a pipeline basis. Should insufficient prognested in the obligation of
funds, Minnesota Housing may re-allocate resources between sub recipientsuodas#rectly in order to
meet HERA'’s 18-month timeline.

Initial distribution of funds will occur under four pools concurrently, two competgo@s and two non-
competitive pools. Under the non-competitive pool process NSP HUD reciprahtgp codes eligible for
more than $500,000 can apply for up to the maximum assigned amount in areas identifiedinmesyti
Housing'’s funding formula, including the Community Revitalization projectsesdéd within their high-need
city/county area, as described in Sections A and B of this Action Plan. The twapéetro and Greater
Minnesota pools will become available simultaneously for eligible appica 24 high-need counties that
would be eligible for less than $500,000 under Minnesota Housing’s funding formula, asetkscBections
A and B of this Action Plan. Minnesota Housing will evaluate both competitive andamopetitive
applications for ability to conceive and implement a comprehensive neighborhodidagtabistrategy.

NSP funds remaining (not awarded) under the initial distribution wilblepsed into one single pool for
interested applicants. This pool will be open on a pipeline selection basigiole applicants in any one of
the 24 highest-need counties. The date of the collapse will coincide witlesbta Housing’s Board approval
of initial applicants, projected to be the end of February of 2009.

Interim evaluations of awardees’ performance in the obligation of fundbevdbnducted at six months, nine
months, and 12 months of Minnesota Housing’s signing of its grant agreements wethipignts. If
Minnesota Housing deems that progress toward obligating funds is insuffarieneéting the HERA 18-
month obligation deadline, Minnesota Housing may reallocate NSP funds betweenigignts or offer
direct assistance or award funds directly to project applicants. Should Minkesstiag offer direct
assistance, it may undertake any activity included in this Action Plan.

Reporting Requirements/ Evaluation Sub grantees will be required to submit actual outcome numbers as
compared to projected numbers on at least a quarterly basis.
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Success in the use of NSP funds is viewed not merely in the numbers of houses boughhetkarolis
rehabilitated, but in the extent to which neighborhoods have been restoredlzestatieeting the criteria of
a functioning market. Sub grantees will be required to submit information necessaaluate the success of
the program.

E. ACOUISITIONS & RELOCATION

Minnesota Housing will award its NSP funds to sub recipients. Minnesota Housingaloetend to
demolish or convert low- and moderate-income dwelling units, but that actiggybe deemed an important
part of neighborhood stabilization by sub recipients and occur never the less. Untiigignt®apply for
Minnesota Housing NSP funds, Minnesota Housing is unable to anticipate thetextéith dwelling units
may be demolished or converted.

With $3.8 million of the NSP allocated to administration and planning and nearly $35 nolliprofects with
an expected average per unit cost to NSP of $50,000, Minnesota Housing anticipates thig W@0hen
available for households with incomes at or below 120% of AMI, and 194 units for householtslato
50% of AMI. Though the amount of program income to be generated is unknown, it is expgutatlite an
equivalent distribution of housing for these two income groups.

F. PuBLic COMMENT

Minnesota Housing will provide a summary of public comments received to tpeged NSP Substantial
Amendment.
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G. NSP INFORMATION BY ACTIVITY

Activity Number 1:
Acquisition and Rehabilitation, Homeowner ship

Activity Type: (include NSP eligible use & CDBG eligible activity)

NSP-Eligible Use CDBG Eligible Activity

Establish financing mechanisms Activity delivery costs for anl@égctivity
as defined in 24 CFR 570.206 and eligible
activities defined below

Purchase and rehabilitate homes that have * 24 CFR 570.201(a) Acquisition

been abandoned or foreclosed upon in ordefb) Disposition,

to sell, rent, or redevelop such homes (i) Relocation, and

(n) Direct homeownership assistance,
including downpayment and closing cost
assistance, mortgage interest rate reductign,
lease/purchase, contract for deed

National Objective: (Must be a national objective benefiting low, moderate and middle income geason
defined in the NSP Notice—i.e<,120% of area median income).

This acquisition and rehabilitation activity meets the HERA low- anderate-income national objective by
providing permanent residential structures that will be occupied by househtiidaseimes at or below 120
per cent of area median income.

Projected Start Date: September 29, 2008

Projected End Date: March 1, 2013

Responsible Organization: (Describe the responsible organization that will implement the ®BRty
including its name, location, and administrator contact information)

Minnesota Housing will sub grant funds to local governments and nonprofit organizatibhave not yet
been selected. Sub recipients will be posted on Minnesota Housing’s welesitbeif selection. If progress
toward obligating funds within deadlines is insufficient, Minnesota Housingretapture NSP allocations of
sub recipients and offer direct assistance.

Minnesota Housing Finance Agency is the State’s responsible organization.

Address: 400 Sibley Street, Suite 300
St. Paul, MN 55101
Agency Contact: Ruth Simmons

(651) 297-5146
ruth.simmons@state.mn.us

L ocation Description: (Description may include specific addresses, blocks or neighborhoods to the extent
known.)

Depending on sub recipient priorities, this activity may be available infahg greatest need areas identified
in Section A above.
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Activity Description:

This activity will acquire and rehabilitate vacant, abandoned, and dgezthomes, which will be made
available for sale to the full range of income-eligible persons for homeshipeincluding those with
incomes below 50% of area median income. The activity will be availab#ib recipients serving any of the
areas of greatest need described in A. above, if it is deemed by them inpheatian to be a priority

activity. The acquisition and/or rehabilitation may be conducted by the spiergca developer, or a
homebuyer.

The homebuyers will benefit from this activity as foreclosed and abandoness lmoenbrought back on line
and sold to them at less than cost. Sub recipients will use the HOME recaptuemeqts as the minimum
means to meet the continued affordability requirements of the Notice. Tibd pecontinued affordability
will be at least as long as the period of affordability described in 24 CFR 92(2%4Recapture
requirements and affordability periods will be defined by the sub recipiethisifrapplications to Minnesota
Housing for NSP funding and must equal or exceed the requirements of 24 CFR 92.254. Bltthes wi
HOME requirements of 24 CFR 92.254 (a)(5), the requirement that the property comtireueccupied by
NSP-eligible owners will expire with recapture of the NSP investment.

The acquisition discount from current appraised value for foreclosed propeélties at minimum 5% per
property, and an average discount of 10% per property. The discount methodology wiltdaeeount the
condition of the property and likely carrying costs to the seller if the propamtinaes in its portfolio.

The role and structure of NSP funds in financing acquisition and/or rehiadmlitae unknown at this time, but
will be determined by each sub recipient and specified in their applicaidfisinesota Housing. Possibilities
include contracts for deed or a participation in contracts for deed; firstond mortgages, either amortizing
or deferred and participation in such mortgages; grants; low- or no-intensstuction financing;
downpayment and closing cost assistance.
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Activity Number 2:
Acquisition and Rehabilitation, Rental

Activity Type: (include NSP eligible use & CDBG eligible activity)

NSP-Eligible Use CDBG Eligible Activity

Establish financing mechanisms Activity delivery costs for ant#éaqctivity
as defined in 24 CFR 570.206 and eligible
activities defined below

Purchase and rehabilitate residential * 24 CFR 570.201(a) Acquisition
properties that have been abandoned or | (b) Disposition,

foreclosed upon in order to sell and/or rent (i) Relocation.

such properties

National Objective: (Must be a national objective benefiting low, moderate and middle income geason
defined in the NSP Notice—i.e5,120% of area median income).

This acquisition and rehabilitation activity meets the HERA low- anderate-income national objective by
providing permanent residential structures that will be occupied by househtiiddaaeimes at or below 120
per cent of area median income.

Projected Start Date: September 29, 2008

Projected End Date: March 1, 2013

Responsible Organization: (Describe the responsible organization that will implement the NBRty
including its name, location, and administrator contact information)

Minnesota Housing will sub grant funds to local governments and nonprofit organizatibhave not yet
been selected. Sub recipients will be posted on Minnesota Housing’s welesitbeif selection. If progress
toward obligating funds within deadlines is insufficient, Minnesota Housingretapture NSP allocations of
sub recipients and offer direct assistance.

Minnesota Housing Finance Agency is the State’s responsible organization.

Address: 400 Sibley Street, Suite 300
St. Paul, MN 55101
Agency Contact: Ruth Simmons

(651) 297-5146
ruth.simmons@state.mn.us

L ocation Description: (Description may include specific addresses, blocks or neighborhoods to the extent
known.)

Depending on sub recipient priorities, this activity may be available infahg greatest need areas identified
in Section A above.

Activity Description:

This activity will acquire and rehabilitate vacant, abandoned, and dgextresidential properties, which will
be made available for rental to the full range of income-eligible persmhsding those with incomes below
50% of area median income. The activity will be available for subiestgpserving any of the areas of
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greatest need described in A. above, if it is deemed by them in thegadippl to be a priority activity. The
acquisition and/or rehabilitation may be conducted by the sub recipient, aglyer a homebuyer.

Renters will benefit from this activity as foreclosed and abandoned pesparé brought back on line and
rented to tenants at rents that do not exceed the HOME rent limits specitié CFR 92.252.

When a project is a rental property, NSP funds may also be used to capitalperating reserve to reduce
tenants’ rents to more affordable levels.

The acquisition discount for foreclosed properties will be at minimum 5%rpperty, and an average
discount of 10% per property. The discount methodology will take into account the bkeling costs to the
seller if the property continues in its portfolio.

The role and structure of NSP funds in financing acquisition and/or rehadmiligae unknown at this time, but
will be determined by each sub recipient and specified in their applicaidfisinesota Housing. Possibilities
include first or second mortgages, either amortizing or deferred andgartio in such mortgages; grants;
low- or no-interest construction financing.
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Activity Number 3:
Establish L and Banks

Activity Type: (include NSP eligible use & CDBG eligible activity)

NSP-Eligible Use CDBG Eligible Activity

Establish financing mechanisms Activity delivery costs for ant#éaqctivity
as defined in 24 CFR 570.206 and eligible
activities defined below.

Establish land banks for homes that have | 24 CFR 570.201(a) Acquisition and (b)
been foreclosed upon. Disposition

National Objective: (Must be a national objective benefiting low, moderate and middle income @eason
defined in the NSP Notice—i.e<,120% of area median income).

The Land Bank activity meets the HERA low- and moderate-income nationatiobjBy serving an area in
which at least 51% of the residents have incomes at or below 120 perceiat reaian income.

Projected Start Date: September 29, 2008

Projected End Date: March 1, 2023 (Expected date for final disposition of all land bank properties and
payment of revenues to the Treasury)

Responsible Organization: (Describe the responsible organization that will implement the ®BRty
including its name, location, and administrator contact information)

Minnesota Housing will sub grant funds to local governments and nonprofit organizatibhave not yet
been selected. Sub recipients will be posted on Minnesota Housing’s welesitbeif selection. If progress
toward obligating funds within deadlines is insufficient, Minnesota Housingretapture NSP allocations to
sub recipients and offer direct assistance.

Minnesota Housing Finance Agency is the State’s responsible organization.

Address: 400 Sibley Street, Suite 300
St. Paul, MN 55101
Agency Contact: Ruth Simmons

(651) 297-5146
ruth.simmons@state.mn.us

L ocation Description: (Description may include specific addresses, blocks or neighborhoods to the extent
known.)

Depending on sub recipient priorities, this activity may be available infahg greatest need areas identified
in Section A above.

Activity Description:

This activity will acquire vacant, abandoned, and foreclosed homes, whiclitkel ke rehabilitated to local
standards and operated as rental properties or other interim use (congactogtys, for example) until final
sale of the property to homebuyers or new rental owners, or demolished and redefezlagmirpose that
will benefit the remaining housing in the neighborhood.
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Sub recipients choosing the pursue the land bank activity must define the geograghof the land bank and
document that at least 51% of residents have incomes at or below 120 perceatoédian income. Priority
for occupancy of land bank properties until their final disposition will be for low- andnated@come
tenants. But because the national objective is based on the incom&dafiteein the land bank the area and
not the tenants, sub recipients may choose to not thoroughly verify and documemsio¢demants.

When land bank properties are temporarily operated as rental properties, walhteznefit when foreclosed
and abandoned properties are brought back on line, brought up to standards, and made aveglatble f

Whether a vacant, abandoned, or foreclosed property is rehabilitated anddoigengkerarily as a rental
property or is demolished and made available again for a use that igiaét@the remaining housing in the
land bank area, the area residents’ benefit when blight is removed and théypsopszd again to provide
housing or a neighborhood amenity.

If a project is used until final disposition as a rental property, NSP fundsis@ape used to capitalize an
operating reserve to reduce tenants’ rents to more affordable levels.

The acquisition discount for foreclosed properties will be at minimum 5%rpperty, and an average
discount for the portfolio of 10% per property. The discount methodology will take into a¢heuikely
carrying costs to the seller if the property continues in its portfolio.

The role and structure of NSP funds in financing acquisition and/or rehiadmlitae unknown at this time, but
will be determined by each sub recipient and specified in their applicatidfismesota Housing. Possibilities
include first or second mortgages, either amortizing or deferred ancigmitin in such mortgages; grants;
low- or no-interest construction financing.
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Activity Number 4:
Demolish Blighted Structures

Activity Type: (include NSP eligible use & CDBG eligible activity)

NSP-Eligible Use CDBG Eligible Activity

Establish financing mechanisms Activity delivery costs for ant#éaqctivity
as defined in 24 CFR 570.206 and eligible
activities defined below.

D
o

Demolish blighted structures 24 CFR 570.201(d) Clearance for blight
structures only.

National Objective: (Must be a national objective benefiting low, moderate and middle income @eason
defined in the NSP Notice—i.e<,120% of area median income).

The Demolition activity meets the HERA low- and moderate-incomemeltobjective by serving areas in
which at least 51% of the residents have incomes at or below 120 pereemteglian income. Sub recipients
must define the area in which they will conduct this activity and documernegident incomes meet the NSP
requirement.

Projected Start Date: September 29, 2008

Projected End Date: March 1, 2013

Responsible Organization: (Describe the responsible organization that will implement the ®BRty
including its name, location, and administrator contact information)

Minnesota Housing will sub grant funds to local governments and nonprofit organizatibhave not yet
been selected. Sub recipients will be posted on Minnesota Housing’s welesitbeif selection. If progress
toward obligating funds within deadlines is insufficient, Minnesota Housingretapture NSP allocations to
sub recipients and offer direct assistance.

Minnesota Housing Finance Agency is the State’s responsible organization.

Address: 400 Sibley Street, Suite 300
St. Paul, MN 55101
Agency Contact: Ruth Simmons

(651) 297-5146
ruth.simmons@state.mn.us

L ocation Description: (Description may include specific addresses, blocks or neighborhoods to the extent
known.)

Depending on sub recipient priorities, this activity may be available infahg greatest need areas identified
in Section A above.

Activity Description:

This activity will demolish blighted residential and non-residentraicsures. Sub recipients choosing to
undertake the demolition activity must define the geographic area in wiwdhaccur and document that at
least 51% of residents have incomes at or below 120 percent of area meaha. inc
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Blighted structures lower property values and are a nuisance and lazsidlénts because they are often
subject to vandalism, stripped of fixtures and amenities, and harbor ill¢igélesc Removal of those
negative influences on a neighborhood is a benefit to area residents.
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Activity Number 5:
Redevelop Demolished or Vacant Structures.

Activity Type: (include NSP eligible use & CDBG eligible activity)

NSP-Eligible Use CDBG Eligible Activity

Establish financing mechanisms Activity delivery costs for ant#éaqctivity
as defined in 24 CFR 570.206 and eligible
activities defined below.

Redevelop demolished or vacant properties24 CFR 570.201(a) Acquisition

for housing. (b) Disposition

(c) Public facilities and improvements
(n) Direct homeownership assistance,
including downpayment and closing cost
assistance, mortgage interest rate reductign,
lease/purchase, contract for deed

National Objective: (Must be a national objective benefiting low, moderate and middle income gegsison
defined in the NSP Notice—i.e<,120% of area median income).

This redevelopment activity meets the HERA low- and moderate-incotoaaleobjective when it provides
permanent residential structures that will be occupied by householdmeomes at or below 120 per cent of
area median income.

Projected Start Date: September 29, 2008

Projected End Date: March 1, 2013

Responsible Organization: (Describe the responsible organization that will implement the ®BRty
including its name, location, and administrator contact information)

Minnesota Housing will sub grant funds to local governments and nonprofit organizaibhave not yet
been selected. Sub recipients will be posted on Minnesota Housing’s welesitbeif selection. If progress
toward obligating funds within deadlines is insufficient, Minnesota Housingrewapture NSP allocations to
sub recipients and offer direct assistance.

Minnesota Housing Finance Agency is the State’s responsible organization.

Address: 400 Sibley Street, Suite 300
St. Paul, MN 55101
Agency Contact: Ruth Simmons

(651) 297-5146
ruth.simmons@state.mn.us

L ocation Description: (Description may include specific addresses, blocks or neighborhoods to the extent
known.)

Depending on sub recipient priorities, this activity may be available infahg greatest need areas identified
in Section A above.
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Activity Description:

This activity will redevelop demolished or vacant properties to providegent housing or public facilities
(such as parks) that benefit the surrounding residential area. Redeveltpmeentmercial purposes will not
be permitted. Sub recipients choosing to undertake the redevelopment autisitgpecify how many of the

units to be produced will be occupied by households with incomes less than 50% of thedsapanoeme.

Tenants of redeveloped properties, whether homebuyers or renters, will renefiving in new structures
that fully meet codes and standards and are affordable, within the definith£E&R §92.252 and §92.254.
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|. TOTAL BUDGET: (Include public and private components)

Public: $38,849,929

Private: Unknown at this time, but it is expected to be significant. Developer @petiyrbuyer’s
will bring equity to each development and construction and end-loan financings areexpde
significant.

J. PERFORMANCE M EASURES (e.g., units of housing to be acquired, rehabilitated, or demolished for
the income levels of households that are 50 percent of area median income and below, &4r80apdr
81-120 percent):

Minnesota Housing has not developed performance measures for units serving housdhaoldswés
up to 50% AMI; between 50% and 80% AMI; and between 80% and 120% of AMI. Measure will be
developed when sub recipients are selected.
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CERTIFICATIONS

(1) Affirmatively furthering fair housing. The jurisdiction will affirmatively further fair housing, which
means that it will conduct an analysis to identify impediments to fair hgesioice within the jurisdiction,
take appropriate actions to overcome the effects of any impedimenifiedehtrough that analysis, and
maintain records reflecting the analysis and actions in this regard.

(2) Anti-lobbying. The jurisdiction will comply with restrictions on lobbying required by 24 CFR ®ar
together with disclosure forms, if required by that part.

(3) Authority of Jurisdiction. The jurisdiction possesses the legal authority to carry out the programs for
which it is seeking funding, in accordance with applicable HUD regulations ardpotiggam requirements.

(4) Consistency with Plan. The housing activities to be undertaken with NSP funds are consistent with its
consolidated plan, which means that NSP funds will be used to meet the cdongigssientified needs of
abandoned and foreclosed homes in the targeted area set forth in the gsabsaistial amendment.

(5) Acquisition and relocation. The jurisdiction will comply with the acquisition and relocation
requirements of the Uniform Relocation Assistance and Real Property Aicouisiticies Act of 1970, as
amended (42 U.S.C. 4601), and implementing regulations at 49 CFR part 24, except as tlsicespao
modified by the Notice for the NSP program published by HUD.

(6) Section 3. The jurisdiction will comply with section 3 of the Housing and Urban Development Act of
1968 (12 U.S.C. 1701u), and implementing regulations at 24 CFR part 135.

(7) Citizen Participation. The jurisdiction is in full compliance and following a detailed citizen
participation plan that satisfies the requirements of Sections 24 CFR 91.105 or 91.115fied byoNSP
requirements.

(8) Following Plan. The jurisdiction is following a current consolidated plan (or Comprehensivargous
Affordability Strategy) that has been approved by HUD.

(9) Useof fundsin 18 months. The jurisdiction will comply with Title 11l of Division B of the Housing
and Economic Recovery Act of 2008 by using, as defined in the NSP Notice, all ahit$ugrds within 18
months of receipt of the grant.

(10) Use NSP funds < 120 of AMI. The jurisdiction will comply with the requirement that all of the NSP
funds made available to it will be used with respect to individuals andéamihose incomes do not exceed
120 percent of area median income.

(11) Assessments. The jurisdiction will not attempt to recover any capital costs of public impremesn
assisted with CDBG funds, including Section 108 loan guaranteed funds, by assessimgamyagainst
properties owned and occupied by persons of low- and moderate-income, includingarardee or
assessment made as a condition of obtaining access to such public impreveioertver, if NSP funds are
used to pay the proportion of a fee or assessment attributable to the cegtitalf public improvements
(assisted in part with NSP funds) financed from other revenue sources, amasses charge may be made
against the property with respect to the public improvements financed by a sthecthan CDBG funds. In
addition, with respect to properties owned and occupied by moderate-income (but-matome) families,
an assessment or charge may be made against the property with resgegtbdi¢himprovements financed
by a source other than NSP funds if the jurisdiction certifies that it |laSksdd CDBG funds to cover the
assessment.

-22 -



(12) Excessive Force. The jurisdiction certifies that it has adopted and is enforcing: (1) eygmiohibiting

the use of excessive force by law enforcement agencies within itfigtioa against any individuals engaged
in non-violent civil rights demonstrations; and (2) a policy of enforcing apgpécatate and local laws against
physically barring entrance to or exit from, a facility or location thdtesstibject of such non-violent civil
rights demonstrations within its jurisdiction.

(13) Compliance with anti-discrimination laws. The NSP grant will be conducted and administered in
conformity with title VI of the Civil Rights Act of 1964 (42 U.S.C. 2000d), the Fair Houatg42 U.S.C.
3601-3619), and implementing regulations.

(14) Compliance with lead-based paint procedures. The activities concerning lead-based paint will
comply with the requirements of part 35, subparts A, B, J, K, and R of this title.

(15) Compliance with laws. The jurisdiction will comply with applicable laws.

Signature/Authorized Official Date

Title
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APPENDIX A

Minnesota NSP Action Plan
Appendix A

DRAFT
Methodology for Targeting Areas of Greatest Need and
Distributing Maximum Allocations

November 7, 2008

Overview

The purpose of this document is to outlined is the methodology that Minnesota Housing usedyo ident
areas of greatest need and to assign maximum funding distributions aroumadethd staccomplish this
task, Minnesota Housing analyzed foreclosure, real-estate-owned (RB@)ns2) and delinquency data
on a zip code basis and sheriff's sales data on a county basis.

The following summarizes Minnesota’s Housing’s process:

4.

5.

Identify the 120 zip codes with the highest foreclosure/REO, subprime, and delingakeiscy r

(problem loans per 100 households).

Initially, assign funds to the 120 high-need zip codes based on their number of foreclds@gs, R

delinquencies, and subprime loans, using the total funding level allocated to bothetaadthe five

entitlement jurisdictions.

Adjust initial assignment to account for:

o Rates of foreclosures/REOSs, delinquencies, and subprime loans per 100 households (with a 20
percent cap). (The initial assignment in step 2 is based on the number of problemdodres
rate per 100 households.)

0 Median family income level (with a 15 percent adjustment cap).

o0 Median age of housing stock (with a 15 percent adjustment cap).

Adjust the assignment downward for the zip codes that fall in Anoka, Dakota, Hennepie<anaiti

the cities of St. Paul and Minneapolis to account for the funds that these localitieseive directly

from HUD.

10. Make final assignment of funds to zip codes receiving more than $500,000 under the funding; formul

make these funds available on a non-competitive basis with applications due January 17, 2009.

11.Do not assign but pool funds for zip codes that were to receive less than $500,000 under the funding

formula; make pooled funds available in any one of the 24 highest-need counties (et zist
codes identified as high-need) on a competitive basis with applications due January 1G; B60D
a Greater Minnesota and Metro Area pool.

12.1f funds are still available and not distributed to specific stabilization sfédter Minnesota

Housing’'s Board makes awards at the end of February, 2009, collapse all ngriamais (zip-code
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assignment and competitive pool) into a single pool. These funds will be availablepetireefasis
for stabilization efforts in any of the 24 highest-need counties.
13.Limit funding to efforts that meet program goals, criteria, and requiresne

The 120 highest-need zip codes (out of 872 statewide) each have a concentration of jvahkems
(foreclosures/REOs, delinquencies, and subprime loans) per 100 households thasti Atdescent
higher than the statewide concentration of problem loans. The 24 highest-need counte87(
statewide) either rank in the top 20 in number of sheriff sales or in the top 20 in conmewirateriff's
sales per 100 households. Sixteen counties rank in the top 20 under both criteria, while 8 rank in the
20 under one of the two criteria. The 20 counties with the highest concentration dfssthesieach have
at least as many sheriff's sales per 100 households as the overall stad¢svide

Primary Data Sour ce

* Federal Reserve Board estimates of subprime and alt-A loans based oardd&adt American
LoanPerformance.

* The data captures roughly 70 percent of subprime and 95 percent of alt-A loans solcLimtiese
The data primarily apply to loans for owner-occupied housing, but Minnesota housing made
adjustments to account for loans to rental investors. See below for more details.

* The data captures the portfolio of loans as of April 2008.

* Analysis strongly supports the validity of the LoanPerformance data:
o County-Level Data StatewidelThe correlation coefficient between LoanPerformance’s number
of loans in foreclosure or REO and HousingLink’s number of sheriff sales is1.998.
0 Zip-Code-Level Data within the Twin Cities Metro Are@he correlation coefficient between
the two sources is 0.958After Minnesota Housing made adjustments to account for loans to
rental investors, the correlation coefficient increased to 0.972.

* Minnesota Housing did not rely on HousingLink data because it is only availableidéeass the
county level. (Zip code data from HousingLink is only available for the Twie<itietro area.) The
Neighborhood Stabilization program is about identifying neighborhoods in greatdsintee
stabilizing them. Zip code data is closer to the neighborhood level than county data.

* Minnesota Housing considered, but did not use, the foreclosure estimates provided by HAdD
reasons. First, HUD correlated its county foreclosure rates with 90-datyamlinquency rates from
Equifax. The correlation for Minnesota was 0.466. According to HUD, “All granteesdaised to
look to other local data when considering their areas of greatest need, pdyti€tihey are not
among the states listed as having high rates of intrastate correlationrbéte/é8JD estimated
foreclosure rate and the Equifax 90-day delinquency daMifnesota is not among the 23 states
identified as having a high correlation. Second, Minnesota Housing found some concerning®utcome

! The LoanPerformance zip code data was aggregatéaithe county level by assigning each zip codéstprimary county.
HousingLink’s sheriff's sales apply to 2007 througke 2¢ quarter of 2008.

2 The sheriff's sales only applied to those thatuoed during 2007. HousingLink has only compileeriff's sales data by
zip code within the metro area and only for 2007.

% U.S. Department of Housing and Urban Developriégighborhood Stabilization Program — Revised 10980
Methodology and Data Dictionary for HUD Providedt®a
http://www.huduser.org/publications/commdevl/Des@0XSP_data.doc
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in the HUD data. For example, according to the HUD data, all of Clear@aterty has a
foreclosure/abandonment risk score of 10 (on a scale of 1 to 10, with 10 being the highesttrisk). Ye
according to HousingLink, Clearwater County rank$ 8fong Minnesota counties in sheriff's sales
per 100 households.

The HUD foreclosure estimates may be accurate in the Twin Cities arett. Hennepin County has
found a close match between the HUD estimates and its sheriff's saletNeattheless, Minnesota
Housing needed accurate data across the entire state.

* Minnesota Housing considered, but did not use, the U.S. Postal Service’s data on vacdmspfoper
several reasons. (This data has been made available by HUD.) First, winesdih Housing
contacted HUD'’s primary analyst responsible for this data, he providedbéadshcerns and caveats,
and concluded with the statement, “As you can see this data is fraught withi’igscesrding to the
HUD analyst, the “data are more dependable in urban areas.” The postal sacks&acancies on
urban and rural postal routes differently. In addition, the Postal Service vatataqyrovided by
HUD does not include structures that have been abandoned for an extended period ofvieme. Gi
these caveats, Minnesota Housing is very reluctant to use this data withahtaanism for validating
its accuracy throughout the state.

Key Data Elements

* Number of subprime and alt-A loans in foreclosure or real-estate-owned (R&d&ral Reserve
LoanPerformance Reportépril 2008)

* Number of subprime loan&é¢deral Reserve LoanPerformance Repokiwil 2008)

* Number of subprime and alt-A loans 60+ days past Bedgral Reserve LoanPerformance Reports
April 2008)

* Number of households in each zip code in 2@&NsSus Burega2000)

» Estimated household growth rate for each county between 20@&t€d€ Demographer’s Offite

» Estimated number of households in each zip code in 2BBAn¢sota Housingstimated the number
of households in each zip code in 2007 by using the 2000 household population and then applying the
household growth rate for each zip code’s primary county.)

* Median family incomgCensus Buregaul999)

» Median housing structure agédnsus Burega2000)

Data Adjustments

Minnesota Housing needed to adjust the data in the Federal Reserve LoardtedoRaports to account
for rental-investor loans. For owner-occupied housing, the Federal Resamndrformance Reports
provide data on the number of subprime and alt-A loans in each zip code and the number cribese lo
that are in delinquency, foreclosure, or REO. For loans taken out by rentabinydst Federal Reserve
LoanPerformance Reports only provide data on the number of subprime and alt-A iales not

identify the number of these loans that are in delinquency, foreclosure, or REQvid&tatental-

investor loans account for about 7 percent of subprime loans and 23 percent of alt-A loansy tlogse
percentages are substantially higher in some zip codes.

To account for these rental-investor loans, Minnesota Housing applied the delinguefosealosure/
REO rates for owner-occupied housing to the rental-investor loans in each zip codeankaeeif 30
percent of subprime loans for owner-occupied housing are in foreclosure or REQ tode,i Minnesota
Housing applied this rate to the number of subprime rental-investor loans in that zip estimate the
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number of rental-investor foreclosures/REOs. Minnesota Housing then added the nuomoeeref
occupied and rental-investor foreclosures/REOSs to calculate the numbeioogéetsures/REOs for
subprime loans. Using this methodology, Minnesota Housing estimated the numbeowhatt
occupied and rental-investor) subprime and alt-A loans in delinquency and fore&@sbreThese
adjustments are beneficial. By making them, the correlation coeffati¢imé zip code level between
LoanPerformance’s foreclosures/REOs and HousingLink’s sheriffs saleasadrigom 0.958 to 0.972.

Minnesota Housing also adjusted the data to account for the fact that the Federa¢ Re
LoanPerformance Reports capture roughly 70 percent of subprime loans and 95 peiténioaiha

sold into securitie$. The number of subprime loans in each zip code was adjusted upward to add the
missing 30 percent. Likewise, the number of alt-A loans in each zip code was@djosiard to account
for the missing 5 percent. Minnesota Housing assumed that the delinquency andtdoeéREO rates

for the added loans were the same as the rates for the loans captured in the data.

Data Limitations

The best statewide data at the neighborhood level to which Minnesota Housing Isadieasceip code
data. However, zip code data has its limitations. A single zip code can contaauapectrum of
housing. For example, one section of a zip code may have a very high concentratiedaduogs,
while another part of the same zip code may have very few foreclosures. Undeetftago, it is entirely
possible that this zip code did not rank as one of the highest-need zip codes in the stdl@ainkdave a
direct assignment of funds. However, as described below, Minnesota Housing Isadesap@ol of the
NSP funding for these type of areas. These funds will be available on a cometstis for areas (not
receiving a direct assignment) in one of the 24 highest-need counties. Seeobeletaifs.

| dentification and Distribution Process

| dentifying Ar eas of Greatest Need

Minnesota Housing first identified zip codes with high concentrations of loang¢hatfareclosure,
REO, or delinquency or are subprime. The rates are expressed as loans per 100 holsstiokdp
code’s rates are compared with the state’s rates and weighted toegter gmphasis to loans actually in
foreclosure or REO. The “need score” formula is:

Score =

* 0.7 x (the zip code’s number of loans in foreclosure or REO per 100 households / stat@suoescl
or REOs per 100 households)
+

* 0.15 x (the zip code’s number of subprime loans per 100 households / state’s subprime loans per 100
households)
+

* 0.15 x (the zip code’s number of loans 60+ days past due per 100 households / state’s loans 60+ days
past due per 100 households)

(The delinquency rate is an assessment of the potential for future inareiseslosures.)

* This assessment of the data coverage comes f@iitmeapolis Federal Reserve Bank, “Request fdefa Reserve
Board reports based on information from First Arweni LoanPerformance,” p. 2.
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The need score expresses each zip code’s rate of problem loans in relatimverdhetate rate. A zip
code with a need score of 200 percent has twice as many problem loans per 100 househdtigeas the
average, and a zip code with a need score of 600 percent has six times as blamsgrer 100
households.

From Minnesota’s 872 zip codes, Minnesota Housing identified the 120 zip codes with thstgread
for assistance. These 120 zip codes account for just over 57 percent of all Minrsedxgaiee and alt-
A loans in foreclosure or REO. Minnesota Housing chose the 120 cut off to balance fosr fétor
targeting funding funds to the highest-need zip codes, (2) capturing in thedselpatedes at least 50
percent of the state’s subprime and alt-A loans in foreclosure or REO, #Bring the distribution of
funds between the Twin Cities metro area and Greater Minnesota, andddingsughly two-thirds of
the funds directly to zip codes and one-third on a competitive basis.

See the spreadsheet titled “Zip Code Analysis” for a listing of each zipscoeled score. The
spreadsheet can be accessed at
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007439.xls.

Distribution Process

In aggregate, Minnesota will receive $57.8 million from HUD under the NeighborhoodiZ3itadm
Program. Of these funds, HUD has already assigned $18.9 million to five Isdgditrmeapolis, St.
Paul, Anoka, Dakota, and Hennepin), but these communities are eligible to receiivmaldidinding
from Minnesota Housing. To account for this, Minnesota Housing first determined howmuch i
aggregate should be assigned to the zip codes in each of these communities. It thesh tthedartteunt
HUD has already assigned to them to compute the additional amount that these ¢@imviinbe
eligible to receive from Minnesota Housing. However, as the assignmenspoeseribed below will
show, HUD’s formula assigned more funding to Dakota County than Minnesota Housingiaform
would assign to it in aggregate. Consequently, a negative funding level of $945,819 occtiigd@fte
assignment is deducted from Minnesota Housing’s. Thus, Minnesota Housing is sédien$o45,819
from the start (before any other funds are assigned) to make up for this short fall

In addition, Minnesota Housing has already identified projects through its falin@oity Revitalization
RFP process that could receive $3.68 million through NSP, and Minnesota Housing wil irét&h
$500,000 for its own administrative expenses. If administrative costs are lagsnéieing
administrative funds will be distributed to communities for stabilization atiea tlate.

To start the process for assigning maximum distributions to individual zip codaseddta Housing
started with $52.7 million. This is the overall Minnesota allocation of $57.8 million less

» $945,819 for the Dakota County adjustment
» $3.68 million for the Community Revitalization projects already targeted toveeSP funds
* $500,000 for Minnesota Housing's administrative costs

As described earlier, the $18.9 million that HUD has already assigned to fiveuroties will be
deducted from the zip code assignments after each zip code’s aggregate agsgydetermined.

Minnesota Housing limited its assignment process to the 120 highest-need zip Eade®f these zip
codes first received an initial assignment based on its share of fores|d3E@s, delinquencies, and
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subprime loans among the 120 high-need zip codes. In the assignment formula, eabhddb®same
weight as the need score.

Initial Assignment Percentage=

* 0.7 x (the zip code’s number of loans in foreclosure or REO / number of loans in foreclosuf@ or RE
from all 120 high-need zip codes)
+

* 0.15 x (the zip code’s number of subprime loans / number of subprime loans from all 120 high-need
zip codes)
+

* 0.15 x (the zip code’s number of loans 60+ days past due / number of loans 60+ days past due from al
120 high-need zip codes)

The assignment percentage for each high-need zip code was then applied to the $6&.fundlhg

level (after the initial deductions). Under this initial assignment, @itades received the same amount
of funding for each loan in foreclosure or REO. Similarly, they received the sacumtfor each
delinquency and another set amount for each subprime loan.

Because this initial assignment is based on the number of problem loans in each zgtlvexd#yan the
concentration of problem loans (problem loans per 100 households), two zip codes with the same number
of foreclosures would receive the same amount of funds even if one has half the numberhaid®ase

the other and a foreclosure rate that is twice as high. To stabilize a neighbormedddayg the

concentration of foreclosed, abandoned, and blighted properties, zip codes and neighborhoogisewith hi
concentrations of problem loans should receive more funding. Below, an adjustment te ambint

for the concentration of problem loans, which is measured by the “need score&elisabsve.

The initial assignment formula also does not take into account other need factoes sweome level
and the age of the housing stock in each zip code. Because lower-income areasiteavefiources, it
will be more difficult for them to rebound and stabilize on their own. In addition, atdaslder
housing will likely need more rehabilitation and/or reconstruction to make th&nalole for purchase
than areas with newer housing.

Adjustments:

» For each 10 percentage points that a zip code’s need score is greater than 2b¥esgheced score
for the 120 highest-need zip codes), that zip code’s initial assignment is iddoga®® percent, with
a 20 percent cap. Conversely, for each 10 percentage points that a need score is below 211%, the
initial assignment is decreased by 0.5 percent, with a 20 percent cap. Foregxapngdde 55411 in
North Minneapolis has a need score of 784% (meaning it has nearly eight times/geobiem
loans per 100 households as the state overall). Consequently, it will receive a 20 pereasgiin its
assignment.

e For each $1,000 that a zip code’s median family income (in 2000) was below $56,874 (the statewide
median), the zip code’s initial assignment is increased by 0.5 percent, with adrit gae An
equivalent reduction is made for zip codes with a median income greater than $56,8@antjue,
zip code 55411 had a median income in 2000 of $29,535 and will receive a 13.7 percent increase in its
assignment.

* For each year that a zip code’s median housing age is greater than 31lhgestatétvide median), the
zip code’s initial assignment is increased by 0.5 percent, with a 15 percent cap. vateadui
reduction is made for zip codes with a median housing age less than 31 years.mipbe,ezsip code
55411 had a median housing stock age of 58 years in 2000 and will receive a 13.5 percent increase.
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* The increases and reductions from the three adjustments do not offset each otloerect éoc this,
each zip code’s adjusted assignment is reduced by about 4 percent to bring thassrgrethent
level back to $52.7 million.

Next, Minnesota Housing accounted for the funding that HUD is directly assigningpt@ADakota, and
Hennepin counties and the cities of Minneapolis and St. Paul. The zip codes and portions o&zip code
that fall in theses localities will have their assignments from Minneésotsing proportionally reduced to
account for the funds that HUD will directly assign to them.

Under the assignment process, 37 of the 120 high-need zip codes will receive over $500,000. These fund
will be available on a non-competitive basis for stabilization efforts in thesmdes with applications

due January 17, 2009. These 37 zip codes account for about 45 percent of the state’s subpriftie and alt-
loans in foreclosure or REO.

The remaining 83 high-need zip codes would have each received less than $500,000 under tlenfassignm
process, which would have likely assisted no more than 10 housing units across an emtite’ziphes,
Minnesota Housing dropped these 83 zip codes and pooled their assigned funds by regiao(styen-
metro area pool, Greater Minnesota pool, and general pool). These pooled funds willdideamaib
competitive basis by region with applications due January 17, 2009.

To be eligible to compete for the pooled funds, a neighborhood stabilization effort dbes@dd occur

in one of the 83 zip codes that had their funds pooled. A neighborhood stabilization effort in any one of
the 24 high-need counties will be eligible to compete for these funds. To be consideneedtiga

county must rank in the top 20 counties under one of two criteria — (1) number of sheriff@rgales
concentration of sheriff's sales (sheriff's sales per 100 houseHoBigteen counties rank in the top 20

for both criteria, while another 8 rank in the top 20 for one of the two criteria. The highmegs are:

Anoka
Benton
Carver
Chisago
Crow Wing
Dakota
Dodge
Hennepin
. Isanti
10.Kanabec
11.Le Sueur
12.Meeker
13.Mille Lacs
14.Olmsted
15.Pine

CoNoO~WNE

® To account for zip codes that cross county andlicies, Minnesota Housing used shape files froen@ensus Bureau to
measure the portion of each zip code that fallsiwithe localities that will receive a direct aldion from HUD.

® Based on community revitalization and foreclosmitigation work that Minnesota Housing has finanaedecent years, the
level of assistance provided per housing unit ayesdetween $30,000 and $80,000 depending on therdrof rehabilitation
versus demolition/reconstruction is done. Thissé@sce captures the amount of value and afforthalgihp provided after the
home had been sold. It excludes construction &imgnassistance.

" The list of the 24 high need counties is basetionsingLink’s data on the number of sheriff's satest occurred in 2007
and the first two quarters of 2008. Household dafar 2007.
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16.Ramsey
17.Rice

18. Scott
19.Sherburne
20. Sibley
21.St. Louis
22.Stearns
23.Washington
24.Wright

See the spreadsheet titled “County Analysis” for the number and concentretidfisssales in each of
Minnesota’s counties. The spreadsheet can be accessed at
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007438.xls.

Assignment Results

See the spreadsheet titled “Zip Code Analysis” for the funds assigned to ¢laeli 20 highest-need zip
codes. The spreadsheet can be accessed at
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007439.xls.
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Table 1 summarizes these assignment results:

Table 1. Fundingto beDistributed

Overall Allocation to Minnesota $57.8 million
Minus Dakota County Adjustment $945,819
Minus Funds Already Targeted to Community Revittiian Projects $3.68 million
Minus Minnesota Housing Administrative Costs $500,000
Equals Total Funds to Distribute (Before HUD Futml&ntitlement Areas are Deducted) $52.7 millian
Minus Funds Directly Assigned by HUD to Five Eitient Communities $18.9 million
Plus Dakota County Adjustment (added back in) $945,819
Equals Funds to be Distributed by Minnesota Housing $34.7 million
Minus Funds Assigned to Zip Codes $23.8
Equals Pooled Funds $10.9

Table 2 shows the regional distribution of the $52.7 million (before the HUD funds to entitlareas
are deducted).

Table 2. Regional Distribution (Before HUD Fundsto Entitlement Areas are Deducted)

Seven County Greater Crossing Metro/ Total
Metro Minnesota Greater-MN Boundary

Assigned to Zip Codes $36.9 million $4.0 million .$0nillion $41.8 million*
Pooled $2.9 million $6.0 million $1.9 million $108illion
Total $39.9 million $10.0 million $2.8 million $52million
Percentage of Total 76% 19% 5% 100%
Percentage of Sheriff's 65% 35% 100%
Sales
* This $41.8 million is the $23.8 million assign&mzip codes by Minnesota Housing, plus the $1818om directly assigned
to entitlement areas by HUD, less the $945,819saalient to Dakota County’s allocation.
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Table 3 shows the funding for the entitlement areas based on the zip code analysis.

Table 3. Entitlement Area Assignments Based on Zip Code Analysis

Minneapolis

Minnesota Housing Total Assignment $11,213,239
Minus HUD Assignment $ 5,601,967
Net Minnesota Housing Assignment $5,611,272
St. Paul
Minnesota Housing Total Assignment $8,862,029
Minus HUD Assignment $4,302,249
Net Minnesota Housing Assignment $4,559,780
Hennepin (Excluding Minneapolis)
Minnesota Housing Total Assignment $7,559,486
Minus HUD Assignment $3,885,729
Net Minnesota Housing Assignment $3,673,757
Anoka
Minnesota Housing Total Assignment $4,883,953
Minus HUD Assignment $2,377,310
Net Minnesota Housing Allocation $2,506,643
Dakota
Minnesota Housing Total Assignment $1,820,172
Minus HUD Assignment $2,765,991
Equals Net Minnesota Housing Assignment $ -945,81
Plus Dakota County Adjustment $ 945,819
Adjusted Net Minnesota Housing Assignment $0

Tables 4a and 4b show the maximum distributions for specific zip codes after dethefingds directly
assigned by HUD. If a zip code falls in more than one type of jurisdictionjsted imore than once.
For the zip codes listed under a jurisdiction, the maximum distribution is tretiition’s share of that
Zips code’s maximum distribution.
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Tableda: Minnesota Housing Maximum Distributionsto Zip Codesin
Entitlement Areas Already Receiving NSP Fundsfrom HUD

NSP Entitlement

Maximum Distribution from

Zip Code Recipient from HUD Minnesota Housing
55303 Anoka $564,634
55433 Anoka $459,409
55421 Anoka $394,999
55304 Anoka $364,167
55448 Anoka $331,449
55434 Anoka $300,187
55330 Anoka $91,799
Anoka Subtotal $2,506,643
55024 Dakota $0
55075 Dakota $0
55044 Dakota $0
Dakota Subtotal $0
55443 Hennepin $709,438
55430 Hennepin $594,023
55429 Hennepin $529,601
55444 Hennepin $479,179
55422 Hennepin $415,412
55428 Hennepin $407,048
55445 Hennepin $277,847
55316 Hennepin $261,210
Hennepin Subtotal $3,673,757
55411 Minneapolis $2,482,799
55412 Minneapolis $1,588,750
55407 Minneapolis $880,129
55418 Minneapolis $455,705
55430 Minneapolis $203,889
Minneapolis Subtotal $5,611,272
55106 St. Paul $2,006,214
55104 St. Paul $740,964
55101 St. Paul $519,378
55107 St. Paul $366,027
55103 St. Paul $328,349
55117 St. Paul $299,532
55119 St. Paul $299,315
St. Paul Subtotal $4,559,780
CATEGORY TOTAL | $16,351,453

Table4b: Minnesota Housing Maximum Distributionsto Zip Codes
Not in Entitlement Areas Already Receiving NSP Funds from HUD
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rne

Maximum
Distribution from
Minnesota Housing | Counties (listed alphabetically)

55371 $796,254 Benton Isanti Mille Lacs Sherbu
55398 $631,819 Isanti Sherburne
55040 $552,855 Isanti
55117 $711,514 Ramsey
55119 $581,726 Ramsey
55421 $85,513 Ramsey
55379 $734,988 Scott
55309 $940,676 Sherburne
55330 $715,446 Sherburne Wright
55016 $642,035 Washington
55313 $543,883 Wright
55362 $523,923 Wright
CATEGORY TOTAL $7,460,632

Table5: Other Funds Distributed by Minnesota Housing

Competitive Pools
Twin Cities Metro Area $ 2,937,309
Greater Minnesota $ 6,026,541
General Pool $ 1,893,995
Competitive Pool Total $10,857,845
Projects Identified in fall CRV RFP
Minneapolis $1,590,000
St. Paul $1,790,000
St. Cloud HRA $ 300,000
CRV Total $3,680,000

Single Pool

If funds are still available and not distributed to specific stabilization sfédtér Minnesota Housing’s
Board makes awards at the end of February, 2009, Minnesota Housing will collahseaathaining
funds (zip-code allocated and competitive pool) that have not yet been distributedfio speci
neighborhood stabilization efforts into a single pool. The funds will be available onliagipesis for
qualifying efforts in any of the 24 highest-need counties.
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APPENDIX B

Appendix B — map showing high-need counties
http://www.mnhousing.gov/idc/groups/secure/documents/admin/mhfa_007440.pdf
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